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Abstract
In the market economy, globalization, liberalization and diversification of financial markets, fierce competition between the credit
institutions and many of the products and services offered by them are the main factors that have exposed the banking sector to
new risks, while leading to multiple challenges. For these reasons it is becoming increasingly important both permanent innovation
and risk management techniques tools as well as banking performance. Only a pertinent analysis and a very good knowledge of
the new tendencies in banking financial risk management can provide credit institutions in Romania efficient options on their use
of management, while obtaining a higher profitability and an adequate level of liquidity.
© 2014 The Authors. Published by Elsevier B.V.
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1. Introduction
The central topic of the paper, the risk, can be defined as a multidimensional concept whose level cannot be reduced
to a single element or a single number. For each banking sector it is important to determine an acceptable level of risk.
It is closely related to the maximum loss that a credit institution can sustain, being absolutely necessary to improve its
work. There is no single acceptable level of risk. This differs depending on the dissimilar development of each
economic activity and the appetite that the decision maker has for risk.
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The term banking risk defines those risks faced by credit institutions in their current operations, not including the
time only specific banking risks. However, even if we talk about some risks faced by other companies in the course of
their work, how these risks affect the credit institutions is specific for the banking activity. General banking risks are
part of banking risks, due to the specific way in which they affect banking activities (Predescu, I, 2005). Moreover,
these risks are taken into account when talking about risk prevention and monitoring set by supervisors to ensure that
they will not have a significant impact on the economic environment.
Credit risk can have a significant impact on credit institutions. It can be direct, when not managed properly and
becomes loss, or may be indirect, with negative results on customers, employees, business partners, or even on the
banking supervisory authority. Credit risk may arise from within the institution, driven by exposure to customers, or
beyond, coming from the external environment. Credit institutions are also subjects of all the risks the customers are
facing, risks that can be extremely diverse.
The literature in the field of banking highlights directions for the development of risk management and bank
performance in recent years focusing on banking risk management in crisis conditions. In addition, the importance and
complexity of banking risk management, the rapid development of methods and techniques of management and, not
least, the emergence of new types of banking services and products that have exposed the credit institutions and
cooperative banks in particular the growing risks diverse and complex, requiring an update of the topic, taking into
account the specifics of the banking sector in Romania and the reform in this sector.
2. Risk management of credit institutions in the XXI century
Globalization of markets, the extremely fast pace of technology, especially in communications technology,
increasingly fierce competition between credit institutions to provide the most competitive products and services to
customers led to an acceleration of activities in the banking system internationally.
The credit institutions have undergone extensive reforms since 2006, pursuing their restructuring, a process leading
to the presence in this area of the financial system - modern banking , adapted to the market economy with legislation
harmonized with the EU.
European Union financial crisis first hit developed countries, but risk aversion passed paced by the least developed
countries in Central and Eastern Europe.
This region has entered a high risk area where contagion from one country to another has increased. The countries
of Central and Eastern Europe are characterized by economic setbacks, unemployment amplified, shortcomings of the
current account etc...
Globally, the main challenges of the international financial context are:
• worsening risk perception, including adverse spillover to regional development;
• contraction in international markets, external financing more difficult and replacement with the global liquidity
risk solvency.
After 1989 the Romanian banking system has experienced intensified competition. The number of foreign banks
that have opened subsidiaries in Romania increased significantly, being able to carry activities at distance. Thus,
Romanian banks have faced stiff competition.
Gradually, interest margins have narrowed and competitiveness based on how attractive the interests were, was a
big challenge for banks, as customers were more informed and more active, more experienced competitors and changes
in technology have developed quickly. Risk management has remained an essential part of bank management and
NBR’s policies aligned with EU standards are not very comfortable for credit.
During this context, challenges appeared for the banking system. One of these is the Lisbon strategy, which is
characterized by two central pillars:
• economic development
• fast employment, which by default can turn into a great opportunity for banks.
The Lisbon strategy involves investment in knowledge and innovation, harnessing business potential, especially
through the development of small and medium enterprises. SMEs’ segment will become their primary segment for
banks as happens in other European Union countries, SMEs having a very important role in economic growth.
Another challenge is represented by the European Union economic funds for Romania, each market segment should
contribute to the transformation of these funds from potential to real investment.
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These are just some of the challenges that the banking sector will be in confrontation with, if they are treated and
managed optimally, challenges can turn challenges into opportunities, creating chances and hope to all participants
that mobilize the banking sector in Romania.
The current period is called "risk management era" in banking, and risk management is an extremely complex and
important banking management. Risk management involves prevention, measurement, risk management and control.
This is achieved through commensurate efforts and quantify them one of the ways the calculation of risk indicators,
which enables static and dynamic assessment of the risks, with reference to international standards in the field or
historic bank experience.
Risk indicators are more relevant in a general context for assessing bank profitability and its competitiveness in the
market, the ultimate objective of bank management; consisting of maximizing the market value of the bank, influence
risk -adjusted returns to shareholders.
Risk management in the banking systems is in our opinion a complex topic, which can be positioned in the middle
of the financial system due to the role that banks occupy within it. The role and implications of financial and banking
institutions in the international financial system is perhaps best highlighted by the current circumstances of economic
and financial crisis which proved the world the manner in which irregularities of the American credit institutions had
the capacity to be propagated internationally infiltrating diverse effects inside national economies, which, coupled
with other specific weaknesses specific for their national financial systems have led to crises with different features,
but each time with worrying effect. Starting from this point of logic reasoning, a deductive sense analysis leads us
towards recognizing the importance of management of such organizations in which the performance and risks are key
aspects that interact continuously, an adequate management capacity having in our perspective the capacity to optimize
the management of risks optimizing towards the desired performance.
Economic literature defines a risk that the probability that the actual next return to be smaller than expected return.
Another definition of risk is the difference between the expected result and the result achieved. But modern financial
theory brings nuances of this definition, considering that it must put the sign of equivalence between probability and
risk, the probability is actually a measure of risk and means of quantification for it.
Trying to define and explain the general banking risk, the specialists, starts with the idea that risk is the volatility
of net cash flows of a business unit. By business unit, where banks can consider a department, branch, product, whole
bank.
From my point of view, performance and risk in banking today is influenced not only by internal factors of the
institution and the economic context in which the internal factors operate. Increased competition in the credit market
requires massive overcapitalization without analyzing potential losses can be for small banks that are heavily invested
in "keeping up" a reason lack of future performance.
If in each individual report for each institution are established risk intervals maximum and minimum thresholds
depending on the risks assumed as a result of very good strategies in place, from a system, that is difficult to quantify.
Performance at this level consists of finding a balance between different classes of shares, generating risks, not rigidly
defined intervals.
If we refer to the literature in the field, a very useful starting point of our research is the series of works developed
under BIS (Bank for International Settlements Eng.), monetary and economic department developing a series of tests
at the system level bank of emerging economies with the purpose of surveillance developments. The BIS (2007)
address key issues such as:
a) analyze the dynamics of the supply of bank loans;
b) the pace of structural change in the banking sphere institutions;
c) the development of specific banks risks and how they are managed ;
d) the adequacy and capacity of banking policies to prevent financial crises;
e) What are the implications of the changes occurring in the form of financial intermediation on monetary policy,
bringing together 19 contributions coming from the central banks (Argentina, Saudi Arabia, Chile, China, Colombia,
Czech Republic, the Philippines, Hong Kong, India, Indonesia, Israel, Korea, Malaysia, Mexico, Poland, Singapore,
Thailand, and Turkey ) and the BIS members.
Shortly before the manifestation of the economic and financial crisis in June 2007, the BIS held the sixth annual
conference focused on the financial system and macroeconomic resilience. The purpose of this conference was to
analyze to what extent the massive changes made in recent years in the financial system were generating wealth in
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most participants’ opinions and national financial systems representatives. At the time, promising macroeconomic
variables recorded values, real growth rates globally registering record highs for several years, and their variation is
reduced through the markets in the U.S., where financial developments were the most advanced, 1990 recession was
already considered to be a small one, and the 2001 lower thereof. Global inflation also decreased significantly and its
variation. Moreover, these were seen as taking place within the context of unfavorable shocks generated earlier, that
could have repercussions at macroeconomic level, such as the collapse of LTCM hedge fund (Long Term Capital
Management), a significant number of bankruptcies recorded in various corporations, the collapse of NASDAQ and
other capital markets in the late ‘90s, but also the events of September 2001.
But the current reality comes to show that simple analysis and correlation of formulating the facts, even if sometimes
it seems obvious, is not evidence of causality. This means that it is necessary to conduct an analysis beyond theory,
following specific channels through which changes identified in the financial markets contribute to macroeconomic
circumstances. Based on this reasoning, internationally were outlined two trends, one supporting the link between
values encouraging macroeconomic variables in the first quarter of 2007 and changes in the financial markets and
banking and financial institutions, and the other showing also acceptance of the existence of such a relationship, but
to a certain point. More specifically, the latter warned that much of what was at the time "good news" could be in fact
the cost of "significantly worse news" that were to come, and that was unfortunately also true shortly.
Returning to the theoretical level, we can say that systematic effects arising from the financial issues record a low
probability in a financial system capital market oriented than in a financial banking system based on financial
institutions. In a financial system dominated by banks, their funding problems or problems of a particular beneficiary
of loans that have the ability to affect their capital, banks tend to lead towards the reduction of lending banks and
reducing the size of the business. In the financial systems oriented capital market risks are considered to be better
dispersed, key intermediates having more opportunities to diversify and manage risk exposures. Moreover, in these
latter types of financial systems it should be noted the presence of alternative channels to provide funding, if certain
institutions are unable to fulfill normally the intermediary functions.
However, we clearly demonstrated that the current financial system is still vulnerable to the risks and uncertainties
inherent in all financial transactions. Lenders continue to benefit from incomplete information from the parties carrying
out transactions and assess their financial activities remains uncertain. Also consider that inadequate management of
risks in the financial and banking institutions associated with the proliferation of new financial instruments and new
players in the financial markets has significant capacity to increase vulnerability of the markets in the face of
unexpected developments due to lack of experience in trading these types of tools, and the lack of care from the
banking system.
Another problem, thorny might say, from the point of view of transaction of derivatives by banks is the basis of
evaluation, making them in the financial statements of the institutions concerned, the literature seemed to indicate a
reversal paradigm from using cost toward those who try to reflect fair value in a larger extent of market information
provided on item price but accepting also internal estimates of the reporting entity when such information is not
available, despite numerous appeals to the concept of fair value, particularly in the practices, complaints have been
actual background of intensified economic financial crisis, all the literature comes to demonstrate further on its
feasibility and usefulness in the current market capital.
In fact, the first drafts of financial reporting standards instruments in the financial instruments domain, developed
by the group constituted for this purpose (JWG - Joint Working Group), proposes mandatory use of the fair assess at
correct value of all financial instruments, arguing through the capacity to drive toward its financial statements, to
adequately reflect the economic activity carried out by banks. Although this initial proposal exhaustive in terms of
financial instruments resulted in a significantly narrower version, the fair value option which actually restricts the use
of fair value for certain instruments, the trend internationally is to promote the continuation of this concept, while the
pace is noticeably influenced by the complexity of putting into practice.
And when we refer to the manner in which banking regulators deals with the issue of using assessments to fair
value of financial instruments, the complexity of the issues raised is measured to the implications. Primarily, regulatory
bodies in the field by must consider the manner in which banks management could present internal information through
the estimation of fair values, while minimizing the possibility of strategic manipulation of input patterns corresponding
impact on income and regulatory capital. We must not forget the general appearance of errors minimizing estimation
will just to maximize the usefulness of the latter from the point of view of investors and creditors in making investment
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decisions, as well as looking for the best ways to ensure stimulate bank managers such that they select those
investments that maximize economic efficiency of the banking system. Therefore, we believe that institutional
differences in the various countries have the ability to play a major role in terms of determining efficiency and use an
account based on market values provided by the specific financial reporting and banking regulations.
One of the natural consequences of the economic and financial crisis like the one we face today is to outline some
changes at the level of the financial system regulations such as the introduction of reforms to discourage the protection
of large and complex banks included in "too big to fail", a new framework for prudential regulation and related
authority, to evaluate the overall risk in the financial system and structure requirements on capital and liquidity
dynamics properly, standards of disclosure by participants in the market OTC (over the counter), improving risk
assessment manner by including assessments based on changing market and how to use the opinions of rating agencies.
Also in the category of works that try outlining measures needed to be taken due to shortcomings noted in the
financial system during the financial and economic crisis event falls also Constantinescu (2012), he insisted on the
need for more careful risk management liquidity and other measures such as:
• careful tracking of financial leverage, its level may be limited by regulatory bodies in the field, but always
requires bank management analysis in the specific context of the institution and investor confidence;
• liquidity risk management, the author showing similarity of liquidity with "water of life" in the banking
system. Again this could be subject to relevant regulations, but banks should address liquidity risk more rigorously.
This implies a better diversification of funding base, farthest average maturity of debt in order to reduce the gap
between assets and liabilities, creating a liquidity reserve on the basis of immediately realizable assets;
• review loan policies to avoid cycle rounds and keep the robustness throughout the business cycle;
• good knowledge of their risks, which also involves risks knowledge of parties down menus transactions, but
also analyze essentially the work of the entity itself.
Regarding customizing the range studied literature addressing special perspective we have to mention a series of
studies (Georgescu, 2012; Isrescu 2014 Negrila, 2014) who argue the necessity of bank structural adjustment on
performance and risk management, on the one hand in order to keep pace with developments in the international
financial system, and on the other to face the challenges posed through the national character. Constantinescu, 2013
sees the choice of Basel III approach not so much a regulatory option such as strategic particular importance, it
effectively represents banks given a chance to continuously improve their skills, identification and management of
significant risks and efficient allocation of available capital.
Following the analysis of the main economic capital assessment methods and presentation of case studies
appropriate, the specialists shows that the implementation of a process of assessment of risk exposure and capital
adequacy management to be an important step for the stability of the Romanian banking system. Moreover, they
believe that the process should be conducted at a fast pace, resorting to the help of parent banks (given the Romanian
banking system control by foreign capital), most of them having the logistics and know- how needed for this.
3. Conclusions
Performance and risk management in the banking sector is particularly important because of the role credit
institutions hold in the economy, the presence of a large and varied number of banking risks.
The current economic situation calls for a reevaluation of techniques and methods applied for each performance
and risk management, this approach being the cornerstone of this paper, showing not only the traditional management
of the bank, but also how, due to the crisis and subsequent recession, risk management issues become a test of
competence to overcome less predictable situations.
In the international financial crisis and as a result of the research, the Romanian banking system can be characterized
by a comfortable level of solvency and liquidity, while observing deterioration in asset quality and recording a modest
profit as a result of stagnation in lending. However a number of measures to improve risk identification and monitoring
were imposed by the central bank:
• Improve the risk management and setting thresholds which risks are significant;
• Review the liquidity risk management policies, improve liquidity crisis management strategies, liquidity
indicators once defined the bank's risk profile, the emergence of new alternative financing arrangements
for providing liquidity needs in times of crisis;
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• Review of credit policy, setting concentration limits by type of credit facility cease providing unsecured,
improving tracking and realization of the revaluation guarantees, develop or improve procedures for the
sale of receivables, credit risk assessments under alternative scenarios for crisis conditions, compliance
with the maximum permitted large exposure;
• Improving assessment tools exposure to operational risk, completion indicator system of operational risk;
• Developing, completing and reviewing the rules, policies and procedures for internal auditing CDD,
internal and external fraud;
• Change computer systems through the development and implementation of automated applications.
Another important aspect that banks should take into account for the conceiving of a risk management strategy is
the impact of the economic and financial crisis has on its customers. Just a very good knowledge of efforts felt in
customers' businesses may cause the bank to take the appropriate decisions. Also, risk management models used by
banks to be adapted to the current conditions in the economy, given the customer perception about the structural
changes in a bank in the context of the current financial and economic situation.
As a final conclusion of research performance and bank risk management we want to emphasize and express our
opinion that the methods and techniques of risk management must constantly be reviewed and changes occurring in
the financial markets, implementation of Basel III is absolutely necessary in the current economic and financial
context.
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